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HIGHLIGHTS 


MANY  farmer  cooperatives  al- 
ready have  adopted  retirement 
plans  for  the  benefit  of  their  em- 
ployees. Others  have  become  in- 
terested and  are  seeking  information 
about  them. 

Managers  of  cooperatives  thai 
have  developed  retirement  plans  say 
such  plans  help  attract  and  hold 
competent  and  experienced  per- 
sonnel. 

This  publication  is  based  upon  a 
study  of  40  retirement  plans  now 
used  by  farmer  cooperatives.  It 
discusses  the  types  used  and  their 
basic  features.  The  information  is 
intended  primarily  for  cooperatives 
which  have  not  yet  adopted  a  plan 
of  their  own. 

Several  different  kinds  of  retire- 
ment plans  are  available.  The 
associations  included  in  this  study 
were  using  four  different  types:  (1) 
(iroup  annuity,  (2)  individual  an- 
nuity contract  plans,  self-ad- 
ministered trusts,  and  (4)  group 
permanent . 

The  group  annuity  has  been 
popular  among  farmer  cooperatives. 
About  half  the  plans  st  udied  for  this 
report  were  of  this  type.  The 
group  annuity  is  otic  of  the  insured 
plans.  This  means,  in  effect,  that 
it  is  purchased  from  an  insurance 
company.  It  is  easy  to  install  and 
operate. 


The  individual  annuity  is  popular 
among  cooperatives  that  wish  to 
include  a  substantial  amount  of  life 
insurance  lor  employees  while  they 
are  still  working.  The  life  insur- 
ance feature,  if  included,  makes  it 
somewhat  more  costly  than  the 
group  annuity.  This  is  also  an  in- 
sured type  plan  that  can  be  pur- 
chased from  most  of  the  larger  life 
insurance  companies. 

The  self-administered  trust  type 
of  plan  is  best  suited  for  larger 
cooperatives.  It  is  not  an  insured 
plan.  Usually  an  employee  retire- 
ment plan  consultant  helps  develop 
it  and  makes  the  necessary  actuarial 
calculations. 

Four  cooperatives  in  this  study 
were  using  the  self-administered 
retirement  trust.  They  felt  that 
it  was  somewhat  more  flexible  and 
had  some  advantages  for  the  larger 
cooperatives. 

The  group  permanent  is  a  newer 
type  plan  than  either  of  the  other 
three.  It  includes  some  of  the 
features  of  both  the  individual 
annuity  contract  and  the  group 
annuity.  Jt  is  expected  that  the 
use  of  this  type  plan  will  increase. 

Kegardless  of  the  type  plan  used, 
certain  basic  provisions  need  to  be 
considered  in  development  of  retire- 
ment plans.  They  include:  (1) 
Kligibility  requirements,  (2)  normal 
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retirement  age,  (3)  amount  of  pay- 
ment to  be  provided,  (4)  employee 
contribution,  and  (5)  past  service. 

Most  farmer  cooperatives  make 
their  plans  available  to  all  employ- 
ees after  they  have  reached  a 
designated  age  and  have  served 
from  1  to  5  years. 

Practically  all  plans  use  65  as  the 
normal  retirement  age.  This  coin- 
cides with  retirement  under  Social 
Security. 

The  amount  of  payment  to  re- 
tired employees  usually  is  based 
upon  the  average  salary  and  the 
number  of  years  worked. 

Most  retirement  plans  of  co- 
operatives require  the  employee  to 
make  some  contributions  to  the  cost 
of  the  plan.  On  the  average,  em- 
ployees' contributions  approximate 
one-third  the  total  cost. 

"Past  Service" — in  other  words 


the  years  of  service  before  a  plan 
was  installed — usually  are  counted 
at  least  in  part.  The  cooperative 
usually  pays  the  cost  of  this  part  of 
the  plan.  For  a  cooperative  that 
has  been  operating  several  years, 
this  can  be  a  difficult  hurdle. 

Most  plans  give  the  retired  em- 
ployee the  option  of  choosing  a  type 
of  settlement  that  continues  some 
payments  to  his  wife  if  she  outlives 
him,  or  a  settlement  that  continues 
payments  in  full  for  at  least  10 
years  even  if  neither  the  retired 
employee  or  his  wife  live  that  long. 

The  first  step  in  developing  a  re- 
tirement plan  usually  is  to  appoint 
a  committee  to  examine  the  need 
for  ami  benefits  of  such  a  plan. 
Once  a  plan  is  developed  it  should 
be  approved  by  the  board  of  direc- 
tors and  submitted  to  the  Bureau  of 
Internal  Revenue  for  approval. 
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Retirement  Plans  of  Farmer  Cooperatives 


by  French  M.  Hyre 
Farm  Services  Branch 
Purchasing  Division 


FARM  EE  cooperatives  set  up  and 
use  employee  retirement  plans  for 
the  same  reasons  other  businesses 
do.  They  have  found  that  these 
help  hold  the  employees  they  now 
have  and  attract  new  employees 
needed  to  fill  vacancies  as  they  occur 
from  time  to  time.  Such  plans  also 
provide  a  satisfactory  way  of  re- 
moving older  employees  from  the 
payroll,  thus  giving  greater  oppor- 
tunity for  younger  employees  who 
are  ready  and  eager  to  move  up.  As 
a  result  they  improve  morale  and 
increase  efficiency. 

for  genera  tions  people  ha  ve  t  ried 
to  make  some  provision  for  old  age 
by  laying  aside  a  part  of  their  earn- 
ings during  their  working  years. 
Some  hid  these  savings  in  the  sugar 
bowl  or  the  mattress;  others  de- 
posited them  in  a  local  bank  for 
safekeeping.  Some  people  invest 
their  "old  age"  savings  in  stocks, 
bonds,  and  other  securities  in  an  ef- 
fort to  increase  the  amount  through 
interest  or  dividend  earnings. 


Some  people  purchase  life-time 
annuities  from  life  insurance  com- 
panies. These  are  contracts  under 
which  the  individual  agrees  to  turn 
over  to  the  insurance  company  a 
certain  sum  of  money.  In  return 
the  insurance  company  agrees  to 
pay  him  a  fixed  sum  each  month  or 
year  as  long  as  he  lives. 

The  opportunity  to  provide  for 
old  age  through  a  plan  of  voluntary 
saving,  investment,  or  the  purchase 
of  annuities  is  available  to  each  in- 
dividual. The  fact  remains,  how- 
ever, that  many  people  do  not  take 
advantage  of  it .  The  pressing  needs, 
both  real  and  fancied,  of  day-to-day 
li\  ing  frequently  Leave  little  room 
for  voluntary  investment  in  old  age 
benefits  which  may  seem  far  away 
at  the  lime.  As  a  result  many  peo- 
ple reach  retirement  age  without 
having  thought  much  about  their 
old-age  needs. 

Business  organizations  often  have 
found  it  difficult  to  terminate  the 
employment  of  elderly  employees. 
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knowing  that  they  do  not  have 
sufficient  reserves  to  cany  them 
through  their  remaining  years. 

To  encourage  and  assist  employ- 
ees to  provide  for  their  retirement, 
many  business  organizations  have 
established  retirement  plans.  The 
pension  idea  is  not  new.  However, 
the  most  rapid  growth  in  scientifi- 
cally founded  plans  available  to 
the  general  run  of  emploj'ees  has 
come  about  since  1940. 

A  few  farmer  cooperative  retire- 
ment plans  date  back  to  the  1920's. 
Here,  too,  however,  the  great  ma- 
jority of  such  retirement  plans  have 
come  into  existence  since  1940. 
Many  are  less  than  10  years  old. 
Their  growth  among  cooperatives 
parallels  that  in  other  types  of 
business  and  indicates  that  compe- 
tition for  employees  has  spurred 
development  of  such  plans. 

Data  are  not  available  to  show 
just  how  many  farmer  cooperatives 
have  retirement  plans  in  effect.  It 
is  known,  however,  that  large  re- 
gional cooperatives  and  others  with 
500  or  more  employees  are  making 
extensive  use  of  the  retirement  idea. 
The  majority  of  cooperatives  in  this 
group  now  have  a  retirement  pro- 


gram of  some  kind  in  operation. 

Some  medium-sized  and  a  few 
smaller  cooperatives  also  have  de- 
veloped successful  retirement  plans, 
and  interest  among  this  group  is 
increasing.  It  is  possible  for  any 
cooperative  regardless  of  size  to 
develop  and  operate  a  retirement 
plan.  However,  the  type  of  plan 
suitable  for  smaller  groups  is  more 
restricted  than  for  larger  coopera- 
tives. In  some  cases  an  overhead 
federation  has  developed  a  retire- 
ment plan  and  made  it  available  to 
all  its  member  local  associations. 
In  this  way  a  suitable  plan  can  be 
made  available  to  any  association 
regardless  of  size. 

This  publication  is  based  upon  a 
study  of  40  retirement  plans  now 
being  used  in  various  farmer  cooper- 
atives selected  to  illustrate  the  vari- 
ous types  of  plans  and  conditions  of 
usage.  It  is  issued  to  give  cooper- 
atives a  better  understanding  of  the 
purpose,  use,  and  basic  features  of 
employee  retirement  plans.  It  will 
enable  them  to  work  more  closely 
and  effectively  with  the  special 
consultant  or  the  insurance  com- 
pany representative  called  in  to 
assist  in  developing  a  suitable  plan. 


Need  for  a  Retirement  Plan 


COOPERATIVES  must  draw  em- 
ployees from  the  same  labor 
force  that  supplies  other  businesses 
with  personnel.  Therefore,  cooper- 
atives must  provide  equally  attrac- 
tive jobs  if  they  are  to  compete 
successfully  in  hiring  new  employees. 

Many  employers  feel  that  a  satis- 
factory retirement  program  will  im- 
prove efficiency  in  an  organization. 
First  it  helps  give  employees  a  feel- 
ing of  security,  relieves  them  of 
certain  worries  and  permits  them  to 


concentrate  more  fully  on  their  jobs. 
Second,  it  helps  keep  the  day-to-day 
operation  of  the  cooperative  in  the 
hands  of  men  who  are  still  young 
enough  to  have  vision,  energy,  and 
a  desire  to  improve  existing 
conditions. 

Every  employee  sooner  or  later 
will  reach  a  point  where  he  will 
need  to  plan  for  retirement.  Like- 
wise, every  organization  sooner  or 
later  is  faced  with  the  problem  of 
what  to  do  with  its  older  employees. 
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A  carefully  developed  and  sound 
retirement  plan  provides  a  satisfac- 
tory means  of  removing  older  em- 
ployees from  the  payroll  in  a  way 
acceptable  to  thorn.  Actually  many 
older  people  as  they  approach  re- 
tirement age  look  forward  with 
pleasure  to  the  time  when  they  can 
retire  on  a  pension. 

They  say  that   then1  is  just  as 


much  reason  for  making  periodic 
contributions  to  a  retirement  fund 
us  l  here  is  for  making  i  hem  to  funds 
for  depreciation  on  physical  facili- 
ties. 

Some  employers  look  upon  retire- 
ment pay  as  deferred  compensation 
— income  earned  by  employees  dur- 
ing their  working  years  hut  with- 
held for  retirement  in  later  years. 


Financing  the  Retirement  Plan 


ONE  of  the  foremost  problems 
in  developing  retirement  plans 
has  to  do  with  financing.  Financing 
any  type  of  retirement  plan  involves 
the  accumulation,  investment  and 
disbursal  of  suhstantial  sums  of 
money.  This  naturally  raises  such 
questions  as:  How  much  will  it  take? 
Where  will  the  money  come  from? 
Is  there  any  way  of  lowering  the 
cost? 

How  Much  Will  It  Take? 

At  age  65  life  expectancy  for 
male  employees  is  about  14  years 
and  for  female  employees  about  17 
years.  These  are  averages  for  large 
groups,  carefully  calculated  by 
trained  actuaries  and  based  upon 
past  experience.  For  any  one  in- 
dividual the  figures  may  have  little 
meaning,  but  as  averages  for  large 
groups  they  have  proved  quite 
accurate.  There  are  a  half  dozen 
or  so  mortality  tables  in  use  by  in- 
surance companies,  each  giving 
slightly  different  life  expectancy 
figures,  depending  on  the  group 
and  period  of  time  covered.  The 
life  expectancy  figures  above  are 
typical  of  those  used  for  annuity 
calculations. 

Life  expectancy  at  65  provides 
the  starting  point  in  calculating  pen- 
sion plan  costs.  If  it  can  be  assumed 
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that  the  average  length  of  life  after 
retirement  for  any  group  of  em- 
ployees w  ill  be  14  years,  the  job  of 
calculating  the  amount  of  money 
required  to  make  the  monthly  pay- 
ment can  be  reduced  to  a  mathe- 
matical formula.  However,  the 
formula  must  allow  for  interest 
earnings  on  a  constantly  reducing 
principal  during  the  period  of  pay- 
ments, and  come  out  to  zero  at  the 
end  of  the  period.  For  this  and 
other  reasons  it  is  a  job  thai  should 
be  left  to  the  trained  actuary  who  is 


A  retirement  plan  will  help  a  cooperative 
hold  its  trained  and  experienced  employees. 
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experienced  in  this  type  of  work,  tributions  required  to  equal  $15,000 

The  amount  of  annual  contribu-  in  the  number  of  years  specified, 

tions  required  to  finance  a  retire-  assuming  interest   earnings   of  3 

ment  plan  will  depend  upon  size  of  percent: 

the  group,  amount  and  kinds  of  „  t 

,         2» .              •in                                    i  Number  of  Annual 

benentS  provided,  average  age  and  years  payments  contributions 

sex  of  employees,  mortality  and  remade  needed 

severance  rates,  type  of  plan  used,     1   -  $14,  5^6 

and  other  factors.  20    """  542 

For  our  purpose  here,  it  is  suffi-  30~~  3Q6 
cient  to  say  that  it  will  require  40"  193 
about  $15,000  for  each  male  em- 
ployee and  about  $17,000  for  each  From  this  it  is  evident  that 
female  employee  to  provide  an  in-  annual  contributions  to  a  retire- 
come  of  $100  per  month,  beginning  ment  plan  are  less  for  younger 
at  age  65  and  continuing  for  life,  employees  than  for  older  ones. 
Smaller  monthly  payments  would  However,  since  they  are  made  over 
require  proportionately  less,  and  a  longer  period  of  time  the  only 
larger  monthly  payments  would  re-  real  difference  in  total  cost  would 
quire  proportionately  more.  In  any  be  in  amount  of  interest  earned, 
event  these  are  substantial  amounts 

of  money  What  Helps  Reduce  Costs? 


Where  Does  Money  Come  From? 

Money  for  financing  a  retirement 
plan  must  be  contributed  either  by 
the  cooperative  or  its  employees. 
Most  farmer  cooperative  plans  are 
financed  jointly  with  the  employees. 

It  is  hardly  feasible  for  either  the 
cooperative  or  a  retiring  employee 
to  make  this  contribution  in  one 
lump  sum  the  day  the  employee 
retires.  If  retirement  plans  had 
to  be  financed  in  this  way  there 
would  be  few,  if  any,  in  effect  today. 

Experience  has  shown  that  the 
most  practical  way  of  financing 
retirement  plans  is  to  accumulate 
the  funds  needed  for  each  employee 
during  the  working  years  of  that 
employee.  This  not  only  spreads 
out  the  cost  over  a  number  of  years, 
but  also  makes  it  possible  for 
interest  accumulations  to  reduce 
the  actual  amount  of  contributions 
required. 

The  folio  wing  tabulation  shows  the 
approximate  size  of  annual  con- 


Some  things  help  reduce  the  net 
cost  of  retirement  plans.  These 
include  (1)  interest  accumulation. 
(2)  mortality  rates,  (3)  severance 
rates,  (4)  tax  savings,  and  (5) 
employee  contributions. 

Interest  Accumulations 

The  effect  of  interest  accumula- 
tions on  the  cost  of  retirement 
plans  has  already  been  mentioned. 
These  plans  are  long-time  pro- 
grams. Therefore,  any  money  con- 
tributed to  a  retirement  fund  for  an 
employee  at  age  30  may  be  expected 
to  remain  in  the  fund  for  35  years. 
In  this  period  of  time  $1  will  double 
itself  if  kept  invested  at  2  percent 
compound  interest.  At  3  percent, 
each  dollar  will  produce  $2.81.  At 
4  percent,  each  dollar  will  produce 
$3.95.  This  gives  some  idea  of  the 
magic  of  compound  interest  over 
long  periods  of  time.  Interest  accu- 
mulation on  invested  funds  is  one 
of  the  factors  that  make  retirement 
plans  feasible. 
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Some  Employees  Moy  Not 
Live  to  Retirement  Age 

In  any  large  group  as  many  as  25 
percent  of  the  employees  may  die 
before  reaching  age  60.  What 
happens  to  the  contributions  that 
have  been  made  to  the  retirement 
fund  by  or  on  behalf  of  these 
employees  can  have  a  tremendous 
effect  on  the  net  cost  of  the  plan. 

Most  State  laws  require  that  the 
employee's  own  contributions  to 
the  fund  he  returned  to  a  designated 
beneficiary  or  his  estate  in  case  of 
death  before  retirement.  Legally, 
all  the  rest  of  the  money  in  the 
deceased  employee's  account — in- 
cluding contributions  the  employer 
may  have  made  on  behalf  of  the 
deceased  employee  and  all  the 
interest  earnings — may  be  left  in 
the  fund  and  used  to  reduce  future 
contributions. 

Most  plans  are  more  liberal  in 
this  respect  than  the  law  requires. 
This  is  discussed  in  more  detail 
later  under  the  heading  of  "Death 
Benefits"  on  page  15. 

Some  Employees  May  Move 
to  Other  Jobs 

In  addition  to  those  who  die  be- 
fore retirement,  another  fairly  large 
group  of  employees  may  quit  their 
jobs  for  one  reason  or  another  be- 
fore reaching  retirement  age.  This, 
as  with  the  previous  group,  will 
leave  some  funds  that  can  reduce 
the  over-all  cost  of  the  retirement 


plan.  Here  again  most  plans  are 
more  liberal  than  the  law  requires. 
1  See  Severance  Benefits,  page  14.) 

Tax  Savings 

If  the  retiremenl  plan  has  been 
submitted  to  the  Internal  Revenue 
Service  and  approved  by  it  as  a 
bona  fide,  fair  and  equitable  retire- 
ment plan,  all  contributions  made 
by  the  employer  are  deductible  ex- 
pense items  in  calculating  Fed- 
eral income  taxes.  This  undoubt- 
edly has  been  a  significant  factor 
in  the  rapid  increase  in  the  number 
of  retirement  plans  adopted  by 
business  organizations  during  the 
past  If)  years.  In  this  connection 
it  should  be  noted  that  any  con- 
tributions made  by  employees  are 
not  deductible  by  either  the  em- 
ployer or  the  employee. 

Employee  Contributions 

One  way  to  reduce  the  cost  of  ;i 
retirement  plan  to  the  employer 
would  be  for  the  employees  them- 
selves to  make  some  contribution 
toward  financing  the  plan.  This  is 
now  common  practice  among  co- 
operatives. The  proportion  of  the 
cost  borne  by  the  employees  varies 
considerably  from  one  plan  to  an- 
other. In  most  of  the  contribu- 
tory plans  included  in  this  study 
the  employees  were  contributing 
about  one-third  of  the  total  cost. 
In  two  plans  they  were  contribut- 
ing approximately  half. 


Types  of  Retirement  Plans 


AS  we  have  seen,  retirement 
k  plans  involve  the  accumulation, 
investment  and  disbursement  of 
substantial  amounts  of  money.  In 
order  to  qualify  for  certain  impor- 
tant tax  deductions  it  is  necessary 


that  these  funds  be  irrevocably 
taken  out  of  the  bands  of  both  the 
employer  and  employees  and  placed 
under  the  control  of  a  neutral  third 
party.  This  may  be  a  trustee,  an 
insurance  company  or  a  commit- 
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tee  on  a  retirement  plan. 

Furthermore,  retirement  plans 
involve  long-time  commitments — 
guarantees,  either  real  or  implied, 
that  payments  will  be  made  to  re- 
tired employees  as  long  as  they 
live.  This  feature  may  take  on 
added  significance  in  the  future  if 
medical  research  now  underway  is 
successful  in  combating  cancer, 
heart  trouble,  and  other  diseases 
associated  with  old  age. 

For  these  reasons,  it  is  not  feas- 
ible to  handle  the  financing  of  a  re- 
tirement plan  as  a  mere  bookkeep- 
ing transaction  with  the  expecta- 
tion that  payments  to  retired  em- 
ployees will  be  made  out  of  surplus 
or  current  income. 

From  the  standpoint  of  financ- 
ing, the  retirement  plan  needs  to 
be  handled  as  something  separate 
and  apart  from  the  cooperative's 
other  operations. 

This  can  be  done  by  setting  up 
a  trust  fund  to  be  administered  by 
a  local  bank  or  other  designated 
trustee.  Or  it  may  be  handled 
through  an  insurance  company. 
Most  of  the  larger  life  insurance 
companies  have  retirement  plan 
departments  equipped  to  handle 
this  type  of  business. 

Group  Annuity 

The  type  plan  used  most  fre- 
quently by  farmer  cooperatives  is 
the  one  known  as  "group  annuity." 
It  is  one  of  the  insured  plans — which 
means,  in  effect,  that  it  is  purchased 
from  an  insurance  company  in  much 
the  same  way  one  would  purchase 
a  life  insurance  policy. 

With  the  group  annuity  plan,  just 
one  contract  is  issued,  and  that  is 
between  the  insurance  company  and 
the  cooperative.  Under  this  con- 
tract the  cooperative  agrees  to  pay 
the  premiums  as  they  come  due 


each  year — either  from  its  own 
funds  or  partly  from  its  own  funds 
and  partly  from  funds  contributed 
by  the  employees. 

On  the  other  hand,  the  insurance 
company  agrees  to  make  specified 
payments  to  each  retired  employee 
and  guarantees  these  payments  for 
as  long  as  he  lives.  Also,  the  in- 
surance company  guarantees  an  in- 
terest earning  of  2  percent  or  more 
on  the  money  placed  in  the  retire- 
ment fund.  And  it  will  guarantee 
the  premium  rate  for  the  first  5 
years.  In  this  way  a  considerable 
part  of  the  risk  involved  in  handling 
a  retirement  plan  is  shifted  to  the 
insurance  company. 

Also  a  considerable  part  of  the 
work  involved  in  installing  and 
handling  the  retirement  plan  is 
shifted  to  the  insurance  company. 
For  its  services  the  company  adds 
a  small  load  or  service  charge  to  the 
premium  rate.  This  will  vary  from 
3  to  8  percent  of  the  premium,  de- 
pending on  the  size  of  the  group. 

Many  minor  variations  and  com- 
binations of  benefits  can  be  found 
in  group  annuity  plans  now  being 
used  by  cooperatives.  However, 
the  general  pattern  of  practically 
all  of  these  plans  is  similar.  They 
furnish  retirement  benefits  but  with 
only  a  minimum  of  death  and  termi- 
nation benefits.  This  is  one  of  the 
reasons  group  annuities  are  rela- 
tively low  cost. 

Advontagcs 

A  group  annuity  plan  is  relatively 
easy  to  install  and  operate.  The  in- 
surance company  which  underwrites 
it  will  do  the  necessary  actuarial 
work  and  help  cooperatives  install 
the  plan.  The  insurance  company 
usually  provides  all  the  necessary 
forms  including  enrollment  cards, 
information  booklets  and  certifi- 
cates needed  to  put  the  plan  in 
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The  proposed  plan  developed  by  the  retirement  committee  should  be  presented  to  the  board 

of  directors  for  approval. 


operation.  If  desired,  the  company 
will  send  a  representative  to  help 
explain  the  program  to  the  coop- 
erative's employees. 

Costs  are  relatively  low  since 
premium  collection,  bookkeeping 
and  the  like  are  handled  on  a  group 
basis.  Another  factor  contributing 
to  the  low  cost  of  group  amounts  is 
the  fact  that  death,  disability  and 
severance  benefits  are  held  to  a 
minimum. 

Disadvantages 

The  fact  that  group  annuities 
ordinarily  provide  very  little  in  the 
nature  of  death,  disability  or  sever- 
ance benefits  might  be  considered 
a  disadvantage  by  some.  Death 
and  severance  benefits  under  a 
group  annuity  usually  are  limited 
to  a  return  of  the  employee's  con- 
tributions plus  interest  at  2  percent, 
and  any  portion  of  the  employer's 
contributions  that  may  have  been 
vested  in  the  employee  under  terms 
of  the  plan.  Ordinarily  there  are 
no  disability  benefits. 

Some  people  also  class  as  a  dis- 
advantage  lie'  fact  that  premium 
charges  may  be  increased  after  the 
fust  5  years. 


Use  by  Cooperatives 

Of  the  40  retirement  plans  in- 
cluded in  this  study,  21,  or  more 
than  half,  were  of  the  group  annuity 
type.  This  was  twice  the  number 
in  any  other  group  and  indicates  the 
popularity  of  the  group  annuity 
among  cooperatives.  Group  an- 
nuities are  particularly  well  liked  by 
the  smaller  cooperatives  which  can- 
not afford  to  employ  the  expensive 
technical  assistance  that  would  be 
necessary  to  set  up  and  administer 
a  pension  trust  fund.  This  type  of 
plan  usually  is  available  to  any 
cooperative  with  25  or  more  em- 
ployees. 

Individual  Annuity  Contract  Plan 

Another  type  plan  being  used  by 
several  cooperatives  combines  life 
insurance  with  retirement.  This  is 
called  the  Individual  Annuity  Con- 
tract Plan.  It  gets  its  name  from 
the  fact  that  the  insurance  company 
issues  an  individual  contract  for 
each  employee. 

The  contracts  are  issued  in  the 
name  of  each  employee,  and  usually 
held  by  the  retirement  plan  com- 
mittee, or  a  trustee,  until  the  em- 
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ployee  retires.  This  is  done  to 
prevent  any  employee  from  thwart- 
ing the  purpose  of  the  plan  by 
turning  in  his  policy  for  its  cash 
value  before  his  retirement. 

Individual  annuity  contract  plans 
without  life  insurance  can  be  ob- 
tained but  none  of  the  plans  includ- 
ed in  this  study  were  of  this  kind. 
All  the  individual  annuity  plans  in 
this  group  contained  the  life  insur- 
ance feature  and  this  appeared  to  be 
one  reason  for  choosing  this  type. 

The  amount  of  life  insurance  in- 
volved in  these  contracts  is  substan- 
tial. Usually  it  amoimts  to  $1,000 
for  each  $10  monthly  retirement  the 
employee  will  be  entitled  to.  For 
example,  under  a  contract  that 
would  pay  an  employee  $100  a 
month  when  he  retired,  the  life 
insurance  would  amount  to  $10,000. 

In  case  of  death  any  time  before 
retirement  the  insurance,  or  the 
cash  reserve  in  this  policy  if  larger, 
would  be  paid  to  the  designated 
beneficiary.  During  the  years  im- 
mediately before  retirement,  the 
cash  reserve  would  exceed  the 
amount  of  life  insurance. 

Usually  these  individual  annuity 
contracts  provide  for  a  level  pre- 
mium during  the  life  of  the  contract. 
In  other  words,  the  premium  is 
fixed  at  the  time  the  contract  is 
purchased  and  cannot  be  increased 
by  the  insurance  company  after  5 
years  as  is  the  case  with  group 
annuity. 

The  insurance  company  makes 
payments  direct  to  the  retired  em- 
ployee. The  cooperative  has  no 
further  obligation.  Premium  rates 
for  this  type  of  contract  depend 
upon  the  sex  of  the  employee  and 
age  at  the  time  the  contract  is 
purchased.  The  following  annual 
premium  rates  which  are  typical 
for  this  type  of  policy  show  the 
effect  of  age  on  cost : 


Male  Female 

Age                                  employee  employee 

25                               $29.  53  $32.  70 

35                                 42.  86  47.  88 

45                                 70.  22  79.  02 

55                              150.  89  171.  61 


Advantages 

This  is  one  type  plan  that  can 
be  used  by  small  cooperatives — 
even  those  with  less  than  25  em- 
ployees. Once  a  contract  of  this 
type  is  written,  premium  rates  do 
not  change  during  the  life  of  the 
contract.  As  mentioned  above  this 
plan  provides  substantial  death 
benefits  because  of  the  life  insurance 
element  included. 

Disadvantages 

The  initial  premium  costs  under 
this  type  plan  are  higher  than  under 
group  annuity  plans;  therefore,  it 
provides  less  retirement  income  per 
dollar  of  premium  payment.  This 
is  due  to  the  cost  of  the  life  in- 
surance included. 

Use  by  Cooperatives 

Ten  of  the  40  cooperatives  in  this 
study  were  using  retirement  plans 
made  up  of  individual  annuity 
contracts.  This  was  the  second 
largest  group.  All  but  one  of  the 
cooperatives  in  this  group  were 
large  enough  to  have  chosen  a 
group  annuity  type  of  contract  had 
they  preferred  to  do  so. 

Self-Administered    Trust  Fund 

Another  type  of  plan  used  by 
some  of  the  larger  cooperatives  is 
known  as  the  self-administered  trust 
fund.  It  is  just  what  the  name 
implies — a  retirement  trust  fund 
set  up  by  an  employer  and  admin- 
istered by  him  or  a  trustee  selected 
by  him. 

Trust  fund  plans  usually  provide 
for  the  accumulation  of  reserves 


9 


dining  the  working  years  of  em- 
ployees from  which  to  pay  retired 
employees.  Contributions  by  the 
cooperative  and  the  employees  are 
paid  into  the  trust  fund.  These 
funds  then  are  invested  in  securities. 
The  retirement  plan  trust  agree- 
ment may  specify  the  class  of  in- 
vestment to  he  used  for  this  pur- 
pose, or  this  matter  may  he  left 
to  the  discretion  of  the  trustee. 
Contributions  must  be  sufficient  in 
amount  so  that  together  with  earned 
interest  they  will  provide  enough 
for  the  payment  of  whatever  re- 
tirement is  due  under  the  plan. 

Calculating  the  exact  amount 
needed  to  make  payments  to  a 
group  of  employees  when  they 
retire  some  years  in  the  future  is  a 
complicated  procedure.  It  is  com- 
plicated by  the  fact  that  some  em- 
ployees will  not  live  to  retirement 
age  and  others  will  quit  their  jobs 
to  seek  other  employment.  It 
involves  the  use  of  mortality  tables, 
assumed  severance  rates  and  as- 
sumed interest  earnings.  It  is  a 
job  that  should  be  done  by  trained 
actuaries  or  retirement  plan  con- 
sultants. 

A  cooperative  setting  up  a  self- 
administered  t  rust  will  need  to  em- 
ploy such  services.  Even  trained 
actuaries  and  retirement  consultants 
will  he  using  tables  and  assumptions 
based  upon  past  experience  with 
large  groups.  There  is  always  a  pos- 
sibility that  actual  experience  in 
any  one  group  may  vary  from  these 
averages.  The  smaller  the  group 
the  more  likely  this  is  to  happen. 

Advantases 

Retirement  trust  plans  are  somc- 
what  more  flexible  than  insured 
plans.  This  is  particularly  true 
in  regard  to  payments  into  the 
fund.  For  these  payments  are  not 
required  to  be  made  on  definite 


dates  or  in  specified  amounts. 
If  a  cooperative  needs  to  tempo- 
rarily postpone  a  payment  into 
the  retirement  fund  it  can  do  this 
with  less  red  tape  than  under  an 
insured  plan.  Of  course,  all  such 
postponed  payments  with  interest 
must  be  made  at  a  later  date  if 
the  plan  is  to  remain  actuarially 
sound.  If  too  many  such  post- 
ponements are  made,  employees 
may  wonder  about  the  soundness 
of  the  plan. 

Some  cooperatives  feel  they  can 
invest  the  reserves  in  a  self-ad- 
ministered retirement  plan  to  earn 
a  higher  interest  rate  than  that 
guaranteed  under  an  insured  plan. 
The  advantage  here  may  not  be  as 
great  as  contemplated,  particularly 
if  the  insured  plan  provides  for 
dividends  or  retroactive  premium 
rates. 

It  appears  that  there  are  some 
advantages  in  this  type  of  plan  for 
the  larger  cooperatives  that  are 
willing  and  able  to  employ  the 
necessary  actuarial  help  needed  to 
install  and  operate  it. 

Disadvantages 

Such  self-administered  trusts  are 
not  well  suited  for  use  by  small 
groups.  As  mentioned  previously, 
actuarial  computations  made  in 
setting  up  any  retirement  plan  are 
based  upon  mortality  tables  and 
certain  assumptions  which  in  turn 
are  based  upon  past  experience 
with  large  groups. 

Actual  experience  in  a  small 
group  might  vary  considerably  from 
that  expected  in  a  large  group. 
For  example,  the  mortality  rate 
before  retirement  might  be  con- 
siderably less  than  expected.  Also 
the  average  length  of  life  after 
retirement  might  be  longer  than 
expected.  This  latter  objection  can 
be  overcome,  of  course,  by  purchas- 
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ing  a  life-time  annuity  for  each 
employee  at  the  time  of  his  or  her 
retirement. 

Furthermore,  the  expenses  in- 
curred in  setting  up  and  operating  a 
plan  for  a  small  group  might  equal 
or  exceed  the  loading  charge  in- 
cluded in  an  insured  plan. 

Use  by  Cooperatives 

Only  4  cooperatives  of  the  40 
included  in  this  study  were  using 
self-administered  retirement  trusts. 
These  were  the  larger  regionals. 
Each  was  well  satisfied  with  this 
type  plan  and  felt  it  offered  certain 
advantages  in  flexibility  for  the 
larger  cooperatives. 

Group  Permanent 

The  type  plan  commonly  referred 
to  as  group  permanent  is  somewhat 
newer  than  any  of  those  previously 
discussed.  It  involves  the  use  of 
ordinary  life  insurance  together 
with  the  accumulation  of  a  reserve 
to  purchase  a  retirement  annuity 
at  the  time  the  employee  retires. 


Usually,  the  group  permanent 
plan  is  set  up  so  the  reserve  on  each 
$1,000  of  insurance  will  be  enough 
to  purchase  a  $10  montldy  annuity 
when  the  employee  reaches  age  65. 
Thus  an  employee  who  is  to  receive 
$50  a  month  after  retirement  will 
have  life  insurance  of  $5,000  before 
retirement.  Likewise,  an  employee 
who  is  to  receive  $100  a  month 
after  retirement  will  have  $10,000 
of  insurance  before  retirement.  In 
these  respects  this  type  of  pension 
plan  is  quite  similar  to  the  in- 
dividual annuity  plan. 

In  administration,  however,  the 
group  permanent  plan  is  more  com- 
parable to  the  group  annuity.  It  is 
handled  on  a  group  basis.  For  ex- 
ample, one  master  contract  is  issued 
and  that  is  held  by  the  cooperative. 
Each  employee  gets  a  certificate  to 
show  what  his  benefits  are  under  the 
master  contract.  Billing  and  book- 
keeping are  handled  on  a  group 
basis.  Thus  administrative  expense 
and  overhead  are  held  to  a  mini- 
mum. 

The  employee's  share  of  premium 
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The  board  of  directors  may  want  to  have  the  members  at  the  annual  meeting  ratify  the  proposed 

plan. 


payments  is  deducted  from  his 
salary  by  the  cooperative.  These 
amounts  together  with  the  coopera- 
tive's  share  are  transmitted  to  the 
insurance  company  in  a  lump  sum. 

Advantages 

The  group  permanent  plan  pro- 
vides a  substantial  amount  of  life 
insurance.  Thus  death  benefits  be- 
fore retirement  are  considerably 
larger  than  provided  under  group 
annuity  contracts.  The  cost  of  ad- 
ministration is  less  than  for  the  indi- 
vidual annuity  type  of  plan. 

Administration  of  the  group  per- 
manent type  plan  is  flexible.  Con- 
tracts may  be  issued  directly  to  the 
cooperative  or  to  a  trustee  if  that 
seems  more  desirable.  Contracts 
can  be  w  ritten  to  permit  suspension 
of  premium  payment  for  brief  pe- 
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Disadvantages 

Premium  rates  are  somewhat 
higher  than  for  group  annuity  plans. 
This  is  due  primarily  to  the  larger 
amounts  of  life  insurance  involved. 

This  type  plan  probably  would 
not  be  available  to  groups  with  less 
than  25  emploj  ees. 

Use  by  Cooperatives 

Five  of  the  40  pension  plans  in- 
cluded in  this  study  were  of  the 
group  permanent  type.  As  indi- 
cated previously,  the  group  per- 
manent is  one  of  the  newer  type 
plans.  It  is  expected  that  its  use 
w  ill  increase1  in  the  future  and  that  a 
larger  percentage  of  new  retirement 
plans  will  be  of  this  type. 


Basic  Provisions  of  Retirement  Plans 


REGARDLESS  of  the  type  plan 
used,  certain  basic  provisions 
need  consideration  in  developing  a 
retirement  plan.  These  include 
such  things  as:  (1)  Eligibility  re- 
quirements, (2)  normal  retirement 


age,  (3)  amount  of  payment  to  be 
provided,  (4)  employee  contribu- 
tions. (5)  what  to  do  about  past 
service,  (6)  settlement  options,  and 
(7)  supplementary  benefits. 

These  basic  provisions  represent 
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the  framework  around  which  the 
retirement  plan  is  built.  Decisions 
regarding  them  are  of  vital  concern 
to  employees  because  these  basic 
provisions  determine  who  shall  re- 
ceive retirement  pay,  how  much, 
and  when  it  shall  begin. 

Eligibility  Requirements 

One  decision  in  setting  up  a  new 
plan  has  to  do  with  so-called  eligi- 
bility requirements.  In  other  words, 
"Which  employees  shall  be  eligible 
to  participate  in  the  plan?" 

Generally  speaking,  farmer  co- 
operatives have  provided  that  all 
full-time  employees  shall  be  in- 
cluded alter  they  have  been  with  the 
organization  long  enough  to  be  rea- 
sonably sure  of  staying.  Many 
plans  have  a  set  of  eligibility  re- 
quirements based  upon  length  of 
service  and  age. 

Experience  shows  that  younger 
employees  are  more  likely  to  leave 
an  organization  than  older  ones. 
Young  people  just  out  of  college  or 
just  starting  to  work  may  do  con- 
siderable shopping  around  before 
they  find  a  job  they  like  and  are 
satisfied  to  stay  with.  Many  young 
girls  plan  to  work  only  a  few  years 
and  then  get  married. 

The  turnover  rate  among  this 
group  is  high.  For  these  reasons, 
some  cooperatives  often  provide 
that  an  employee  shall  become 
eligible  for  membership  in  the  plan 
only  after  he  has  reached  a  specified 
age. 

Even  an  older  person  starting  to 
work  on  a  new  job  may  find  that  he 
doesn't  like  it  and  quit  after  a  few 
months.  Putting  this  person  into 
the  retirement  program  plan  and 
then  taking  him  out  again  within 
a  few  months,  requires  extra  book- 
keeping and  does  no  one  any  good. 
For  this  reason,  most  retirement 


plans  usually  provide  a  waiting 
period  of  1  to  5  years  before  an 
employee  becomes  eligible. 

Of  the  40  farmer  cooperatives 
included  in  this  study,  14,  or  35 
percent,  required  a  minimum  of  5 
years'  service  for  eligibility.  Eight, 
or  20  percent,  of  the  cooperatives 
required  3  years'  service,  6  required 
2  years'  service,  and  12  required  1 
year  or  less. 

Twenty-two  associations  had  a 
minimum  age  requirement  ranging 
from  18  to  30,  with  25  being  desig- 
nated most  frequently. 

Eighteen  of  the  40  associations 
also  specified  a  maximum  age  at 
which  a  new  employee  could  come 
into  the  plan.  Two  of  these  18 
associations  would  not  admit  new 
employees  who  had  passed  their 
50th  birthday.  Eleven  would  not 
admit  new  members  who  had  passed 
age  55,  while  5  designated  age  60 
as  a  maximum  age  for  new  members 
entering  the  plan.  The  other  22 
associations  did  not  designate  a 
maximum  age. 

Normal  Retirement  Age 

A  retirement  plan  usually  desig- 
nates a  normal  retirement  age.  In 
most  cases,  65  is  used  since  this 
coincides  with  the  Social  Security 
retirement  age.  In  a  few  plans  60 
is  designated  as  the  retirement  age 
for  female  employees.  This,  how- 
ever, increases  the  cost  of  the  plan. 
It  costs  about  50  percent  more  to 
retire  an  employee  at  60  instead  of 
65. 

Some  plans  provide  that  em- 
ployees entering  after  55  may  con- 
tinue working  for  10  years,  even 
though  this  takes  them  beyond  the 
designated  normal  retirement  age. 

Most  plans  provide  for  earlier 
retirement  with  the  consent  of  the 
cooperative.    In   such    cases  the 
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retiremeni  pay  is  less  than  it'  the 
employee  had  kept  working  until  he 
reached  age  65. 

Sonic  ]>la us  provide  that  in  un- 
usual circumstances  an  employee 
may  he  permitted  to  continue  work- 
ing beyond  normal  retirement  age. 
In  such  cases  contributions  on  part 
of  the  employee  usually  terminate 
at  65.  However,  payments  do  not 
start  until  the  employee  actually 
retires. 

All  the  plans  included  in  this 
study  designated  65  as  the  normal 
retirement  age  for  male  employees. 
All  but  three  designated  65  also  for 
female  employees.  These  three 
plans  designated  60  as  the  normal 
retiremeni  age  for  female  employees. 
Likewise  all  of  the  plans  provided 
for  earlier  or  later  retirement  under 
circumstances   already  mentioned. 

Amount  of  Retirement 

The  goal  of  a  retirement  plan 
should  be  to  furnish  a  fair  and 
reasonable  amount  of  income  to 
retired  employees.  This  retirement 
income  should  be  sufficient  to  en- 
courage the  employee  to  look  for- 
ward to  retiremeni  age  with  some 
degree  of  satisfaction  and  be  ready 
to  accept  retirement  when  it  comes. 
A  retirement  income  that  is  too 
small  will  cause  employees  to  post- 
pone retirement  as  long  as  possible. 
On  the  Other  hand,  too  large  a  re- 
tirement income  increases  the  cost 
to  the  cooperative  unnecessarily  and 
may  even  lead  to  the  abandonment 
of  the  plan  at  some  future  date. 

This  question  of  amount  to  be 
paid  is  an  important  one,  and  needs 
serious  thought  and  attention  at 
the  time  the  plan  is  established. 

In  many  cooperative  plans,  the 
aim  is  to  provide  for  employees 
with  25  or  30  years  of  service  a 


retiremeni  income  which,  when 
added  to  Social  Security  payments, 
will  be  equal  to  40  to  50  percenl  of 
final  compensation.  This,  of  course, 
may  represenl  50  to  60  percent  of 
a  verage  compensat  ion. 

This  would  mean  a  retiremeni 
income  of  $200  a  month  for  an 
employee  earning  $400  a  month, 
about  half  coming  from  Social 
Security  payments. 

In  most  farmer  cooperative  plans, 
the  retiremeni  pay  is  calculated  bj  a 
formula  that  takes  into  considera- 
tion both  the  employee's  salai\ 
and  his  years  of  service. 

For  example,  such  a  formula 
might  provide  1  percent,  or  1}£ 
percent  of  salary  times  years  of 
service.  Using  the  1  percent  fig- 
ure, an  employee  with  30  years' 
service  would  retire  at  30  percent 
of  his  salary.  This  would  be  in 
addition  to  Social  Security  pay- 
ments which  might  add  another  30 
percent  for  employees  earning  $350 
per  month,  or  somewhat  smaller 
percentage  for  employees  earning 
more. 

Frequently  the  formula  used  by 
cooperatives  provides  1  percent  for 
the  first  $4,200  and  1%  percent  on 
that  part  of  the  salary  above  $4,200. 
This  is  done  to  adjust  for  Social 
Security  benefits. 

Employee  Contributions 

Retiremeni  plans  are  relatively 
expensive  undertakings.  The  cost 
depends  upon  average  aire  of  em- 
ployees, percentage  of  female  em- 
ployees and  amount  of  retirement 
pay  and  other  benefits  provided. 
In  general,  a  retirement  plan  may 
be  expected  to  cost  from  5  to  10 
percent  of  the  payroll,  depending 
on  the  percent  of  employees  cov- 
ered and  benefits  included. 

One  decision  that  must  be  made 
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in  setting  up  a  retirement  plan  is: 
Shall  the  cooperative  pay  all  the 
cost  or  will  the  employees  be  asked 
to  contribute?  Many  managers 
of  cooperatives  believe  that  em- 
ployees are  much  more  aware  of  the 
plan  and  look  forward  to  receiving 
its  benefits  if  they  themselves  con- 
tribute to  its  cost.  Moreover,  any 
contributions  by  the  employees 
make  the  load  that  much  lighter  for 
the  cooperative.  Some  coopera- 
tives take  the  position  that  they 
could  not  afford  a  retirement  plan  if 
the  employees  did  not  contribute  a 
part  of  the  cost  . 

All  but  five  of  the  cooperatives 
included  in  this  study  required 
some  contribution  by  the  employ- 
ees. These  employees'  contribu- 
tions ranged  from  2  percent  of 
salary  up  to  7  percent  . 

In  coordinating  the  plan  with 
Social  Security,  it  is  a  fairly  com- 
mon practice  to  require  a  smaller 
contribution  on  the  first  $4,200  of 
salary  and  a  higher  contribution 
on  amounts  above  that.  When 
this  was  done,  employee  contribu- 
tions on  the  first  $4,200  ranged 
from  2  to  3/2  percent;  on  any 
amount  above  that  they  ranged 
from  4  to  7  percent  of  salary. 

The  difference  between  what  the 
employee  contributes  and  the  total 
cost  of  the  plan  must  be  borne  by 
the  cooperative.  The  cooperative's 
payments  will  at  least  equal  the 
employees'  contributions  and  often 
exceed  this  amount. 

Past  Service 

A  question  is  sure  to  arise  in 
setting  up  a  new  retirement  plan 
regarding  the  service  performed  by 
an  employee  before  the  plan  be- 


comes effective.  In  retirement  plan 
terminology  this  is  called  "past 
service."  The  question  is  "Shall 
past  service  as  well  as  future  service 
be  counted  in  calculating  the  em- 
ployee's retirement  pay?" 

The  general  practice  among  co- 
operatives is  to  coiuit  it — at  least  in 
part.  More  than  75  percent  of  the 
cooperatives  in  this  study  had  in- 
cluded benefits  for  past  service. 
Some  had  limited  the  number  of 
years  of  past  service  that  could  be 
counted,  and  some  reduced  the  cost 
in  other  ways. 

Usually  the  employees  are  not 
asked  to  make  any  contribution 
toward  the  cost  of  past  service. 
When  it  is  counted  the  cooperative 
pays  it  all.  For  any  organization 
that  has  been  operating  10  years  or 
more  at  the  time  the  retirement 
plan  is  installed,  this  can  be  a  big- 
figure.  Paying  for  past  service  is 
one  of  the  biggest  hurdles  in  setting 
up  a  new  retirement  plan.  The 
usual  practice  is  to  spread  these 
payments  over  a  period  of  10  years 
or  more.  As  a  matter  of  fact  there 
is  some  tax  advantage  in  doing  that, 
since  not  more  than  10  percent  of 
the  cost  of  past  service  can  be 
claimed  as  an  expense  item  in  any 
one  year. 

Severance  Benefits 

When  an  empk>37ee  leaves  an 
organization  before  he  reaches  re- 
tirement age,  there  is  a  question  on 
benefits  he  will  receive  from  the 
retirement  plan.  If  the  plan  is  a 
contributory  one,  the  benefits  he 
accumulates  each  year  are  paid  for 
in  part  by  his  own  contribution  and 
part  by  contributions  of  the  coop- 
erative. 
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Where  there  is  severance  of  em- 
ployment, the  employee  is  always 
given  the  opportunity  of  withdraw- 
ing his  own  contributions.  Usually 
2  percent  interest  is  added  to  this 
amount.  So  the  question  really 
centers  around  what  happens  to 
the  contributions  made  by  the 
cooperative. 

A  retiremenl  plan  may  be  written 
so  the  severed  employee  may  re- 
ceive full,  part,  or  no  benefit  at  all 
from  the  employer's  contributions. 
The  usual  practice  among  coopera- 
tives is  to  allow  him  part  benefil 
after  ■">  to  10  years,  and  full  benefit 
after  20  years. 

This  is  accomplished  by  a  pro- 
vision in  the  plan  that  vests  in  the 
employee  the  light  to  receive  bene- 
fits purchased  by  a  specified  per- 
centage of  the  employer's  contribu- 
tion. The  amount  usually  is  deter- 
mined by  the  cumber  of  years  the 
employee  has  worked  for  the  coop- 
erative before  quitting  his  job. 
The  example  that  follows  is  typical: 

l'ested  interest 
in  employer's 
contribution 


Yearn  of  service  (percent) 

5  or  less   0 

6   30 

7   35 

8   40 

9   45 

10   ----  50 

11   55 

12   60 

13   65 

14   70 

1 5    '5 

16   80 

i :   

18   90 

L9    95 

20  and  over   100 


This  would  mean  that  after  20 


years  of  employment  a  severed  em- 
ployee would  be  entitled  to  benefits, 
not  only  from  his  <>w  o  conl  ribul  ionSj 
but  also  lull  benefits  purchased  b.v 
the  cooperative's  contributions.  To 
receive  these  benefits,  the  employee 
usually  must  leave  his  own  contri- 
butions in  the  plan  and  take  the 
benefits  in  the  form  of  an  annuity 
when  he  reaches  the  normal  retire- 
ment age. 

Death  Benefits 

There  is  some  difference  of 
opinion  among  cooperatives  as  to 
the  amount  of  death  benefits  that 
need  to  be  included  in  a  retirement 
plan.  Many  cooperatives  have 
group  life  insurance  plans  that  pro- 
vide substantial  death  benefits  and 
feel  that  the  principal  emphasis  in 
retirement  plans  should  be  to  pro- 
vide annuities  to  retired  employees. 
Others  feel  that  most  group  life 
insurance  plans  do  not  provide 
enough  and  prefer  to  add  some 
additional  death  benefits  in  the 
retirement  plan. 

As  we  have  seen,  the  individual 
annuity  contract  type  plan  and  the 
group  permanent  type  can  be  set 
up  to  provide  considerable  death 
benefits. 

The  group  annuity,  on  the  other 
hand,  is  more  limited  in  this  re- 
spect. Death  benefits  under  the 
group  annuity  usually  arc  limited 
to  a  return  of  the  employee's  own 
contributions,  plus  2  percent  in- 
terest, and  any  proportion  of  the 
employee's  contributions  that  is 
vested  in  him  under  the  terms  of 
the  plan.  The  vesting  provisions 
here  are  similar  to  those  mentioned 
previously  under  the  heading  of 
Severance  Benefits. 
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Settlement  Options 


RETIREMENT  plans  of  farmer 
cooperatives  ordinarily  provide 
a  straight  life  annuity  for  the  re- 
tired employee.  This  means  pay- 
ments start  when  the  employee  re- 
tires and  continue  for  life,  then  stop. 
However,  employees  usually  have 
the  option  of  choosing  some  other 
type  annuity  which  might  reduce 
the  monthly  income  but  would 
continue  the  payments  for  a  definite 
number  of  years  or  during  the  life- 
time of  a  designated  survivor. 
Such  options  usually  include  the 
following: 

Joint  and  Survivorship  Annuity. — 
Under  this  option  the  employee 
may  elect  to  take  a  reduced  retire- 
ment while  he  lives  and  then  have 
it  continued  to  his  wife,  or  other 
designated  beneficiary,  as  long  as 
she  lives.  The  amount  of  reduc- 
tion in  monthly  payments  required 
for  this  option  will  depend  upon 
the  age  of  the  joint  annuitant  and 
the  amount  of  retirement  pay  to  be 
continued  to  her  after  the  death  of 


the  employee  who  has  retired. 

Life  Annuity  and  5  Years  Cer- 
tain.— Under  this  option  the  em- 
ployee may  elect  to  take  a  slightly 
reduced  retirement  and  have  it 
guaranteed  for  5  years  even  though 
he  may  not  live  that  long.  In  the 
event  of  death  of  the  retired  em- 
ployee within  the  5-year  period, 
payments  would  be  continued  to 
his  estate  or  designated  beneficiary 
for  the  remainder  of  the  5  years. 

Of  course,  retirement  payments 
continue  to  the  retired  employee 
for  life  even  though  he  lives  beyond 
the  5-year  period. 

Life  Annuity  and  10  Years  Cer- 
tain.— This  option  is  identical  with 
the  one  above  except  payments  are 
guaranteed  for  a  10-year  period. 
This,  of  course,  would  require  some 
further  reduction  in  the  size  of 
monthly  retirement  payments. 

Other  options  are  available  but 
these  are  the  ones  found  most 
frequently  in  retirement  plans  of 
farmer  cooperatives. 


Developing  the  Plan 


THE  first  step  in  developing  a 
retirement  plan  usually  is  to 
appoint  a  committee  to  examine 
the  need  for  and  the  benefits  that 
might  be  expected  from  it.  This 
committee  could  bring  together 
information  on  types  of  plans  avail- 
able, probable  costs  and  make  sug- 
gestions on  methods  of  financing. 

In  assemhling  this  information 
the  committee  can  contact  other 
cooperatives  or  commercial  com- 
panies to  find  out  what  their  experi- 
ence has  been  with  retirement  plans. 
It  may  also  wish  to  contact  avail- 


able insurance  brokers  or  agents  or 
retirement  plan  consultants  who 
specialize  in  this  field.  They  can 
provide  cost  estimates  and  other 
basic  information  needed  to  make  a 
decision  on  the  kind  of  plan  that 
might  be  recommended  to  the 
board  of  directors. 

Before  any  plan  is  put  into  effect 
the  board  of  directors  should  pass 
an  appropriate  resolution  authoriz- 
ing the  adoption  of  a  retirement 
plan.  Also  consideration  should 
be  given  to  the  need  for  having  the 
plan   approved   or  ratified   at  a 
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general  meeting  of  the  membership. 

After  a  definite  plan  lias  been 
decided  upon  and  all  the  details 
worked  out,  it  should  he  submitted 
to  the  Internal  Revenue  Service 
for  approval.  The  purpose  of  this 
is  to  make  sure  that  the  coopera- 
tive's financial  contributions  to  the 
plan  can  he  deducted  as  an  expense 
item  in  calculat ing  its  income  tax. 


The  Internal  Revenue  Service  is 
mainly  interested  in  knowing  that 
the  plan  does  not  favor  higher  paid 
employees  and  that  it  is  actuarially 
sound.  An  insurance  company  rep- 
resentative or  a  retirement  plan 
consultant  who  may  he  helping 
develop  the  plan  may  suggest  other 
steps  necessary  to  meet  all  legal 
requirements. 
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